Financial Highlights 


1978 he dede 1976 
Net sales $265,129,000 $212,490,000 $180,654,000 
Net earnings from operations 22,559,000 13,853,000 11,051,000 
Net earnings per share 3.20 LOT ie 
Dividends paid per share 66 58 54 
Cash flow from operations 38,316,000 27,446,000 21,147,000 
Cash flow per share 5.44 3.90 3.01 
Additions to plants and properties — net 53,646,000 44,459,000 23,144,000 
At Year End 
Working capital 22,175,000 43,008,000 64,809,000 
Long-term debt 42,092,000 42,901,000 43,712,000 
Shareholders equity 131,207,000 113,300,000 103,437,000 
Shareholders’ equity per share 18.62 16.08 14.71 
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The Annual General Meeting 
of the shareholders of Fraser Compa- 
nies, Limited will be held at the 
Wandlyn Motor Inn, Edmundston, 
N.B., on Wednesday, April 11, 1979, 
at the hour of 11:00 o’clock in the 
forenoon, Atlantic Standard Time. 
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FRASER commitment to the future. 
This twelve day old seedling grown in the new 
Fraser Tree Nursery is one of the 250 million 
seedlings that will be planted on Fraser 
managed forest lands by the year 2000. 


Directors’ Report 
to the Shareholders 


Good things happened through- 
out the Forest Industry in 1978 and 
your Company received its share. 
The overriding bonus to the Cana- 
dian Industry was the lower Canadian 
dollar relative to the U.S. dollar. 

The effect of the gradual decline 
through the year of the value of the 
Canadian dollar from 9lc at January 
I to 84c at December 31 was seen 

in the substantial foreign exchange 
contribution of $11.5 million or $1.64 
per share to the Company’s record 
year. Without this contribution, 
profitability would have been inade- 
quate and debilitating. 

As you will observe, inflation is 
still a matter of serious concern. 
While 1978 net earnings of $3.20 
exceeded by 51%, our previous record 
earnings in 1974, in ‘“‘real’’ terms it 
amounts to only a 9% increase over 
1974 and provides a return of 11.5% 
on assets employed in the business. 
Taking these factors into account, 
the increase in profits was very 
modest. This is particularly important 
considering the heavy investments in 
new plant and equipment now under- 
way in the continuing program of 
modernization and expansion. 

Pulp has recovered from the 
depressed state caused by excessive 
world inventories at the beginning of 
1978. Most of the earlier price erosion 
had been recovered by year-end and 
the industry is now operating at 
capacity. The demand for ground- 
wood papers has remained very firm 
while Fraser’s fine papers, directed 
as they are to specialty areas, were 
also fully sold. While boxboard was 
in ample supply, lumber continued 
to enjoy excellent demand and stable, 
profitable prices. 

In the realm of Forestry, Fraser 
inaugurated its exciting Tree Nursery. 
As the second largest private Nursery 
in Canada, this operation will pro- 
duce 7,000,000 seedlings in 1979 and 
thus begin to provide the real found- 
ation of the Company’s future. At 
the same time, Fraser will continue 
to participate in the New Brunswick 
aerial spray program for the control 
of spruce budworm. This program’s 
intensity is beginning to moderate _ 
even as the evidence mounts that it is 
both successful and environmentally 
inoffensive. 


Notwithstanding the continua- 
tion of anticipated satisfactory busi- 
ness conditions in 1979, the main- 
tenance of our earnings growth will 
be largely dependent upon our ability 
to be efficient producers. To help 
achieve this objective, your Company 
had another year of heavy capital 
spending. In all, $53.6 million went 
towards completion of the Plaster 
Rock Planer Mill and the Forest 
Tree Nursery, the continuation of the 
Edmundston Rebuild, and the com- 
mencement of the Madawaska 
Modernization Program. Capital 
expenditures of $46 million are 
planned for 1979 to continue these 
programs. The favourable effect of 
these projects is now taking’ hold and 
more will be felt in 1979, as will the 
corresponding higher depreciation 
and interest charges and normal 
start-up difficulties. 

This heavy capital program 
amounts to no less than rebuilding 
the Company. Fortunately prevailing 
conditions over the past several years 
have allowed us to proceed with 
these high levels of spending to carry 
out these programs, while at the 
same time allowing raises each year 
in both basic wages and dividends. 
During the 4-year period 1975-78, 
the average base wage in our mills is 
higher by 53%, while dividends have 
increased by 41%. 

Your Directors are very encour- 
aged with these accomplishments and 
certainly every effort is being bent 
to retain them; however, there are a 
number of important problem areas 
still to be solved. Decisions will have 
to be taken on the boxboard opera- 
tion which cannot presently meet 
corporate standards of profitability. 
Continuing attention is also being 
given to the Atholville mill in an 
effort to plan a viable facility which 
will also meet demands of environ- 
ment, product quality and current 
wages. While it is too early to predict 
the outcome, it will be a happy 
occasion when these problem areas 
have been finally resolved. 

With the high earnings level, the 
Company’s financial position has been 
considerably eased and even with the 
substantial capital expenditures, work- 
ing capital was only down some 
$20.8 million from the previous year. 
The remainder of the capital program 
has been met from internal resources 
with available financing from our 
bank credit lines being untouched as 
yet. The prospects are that the 
Company’s continuing appetite for 
large capital projects to broaden its 
base and renew itself will absorb all 


the capital funds that can be made 
available. At the same time, the 
Directors are mindful of entrepre- 
neurial possibilities that might en- 
hance the Company’s earnings poten- 
tial and always reserve some resources 
for the furtherance of such purposes. 

Throughout Fraser’s affairs, the 
continuing trend is being observed 
of increasing respect for what private 
enterprise can accomplish. Employees 
at all levels have been unstinting in 
their efforts to use well the assets 
they have to work with and we seem 
to be gaining in public appreciation. 
Government policies are demonstrat- 
ing an improving understanding of 
our situation and good cooperation 
is being experienced at all levels. 

It is clear that Canada as a 
nation has to identify some common 
cause. Notwithstanding that our 
present standards of living were 
achieved by private enterprise, the 
willingness to intervene in private 
situations is evident throughout the 
public sector. Federal and Provincial 
Governments continue to have no 
more than a nodding acquaintance 
with the concept of balanced budgets. 
Keynes may have been right in 
advocating deficit spending, but he 
did not contemplate there would 
never be balanced budgets. Without 
them, Canada’s currency will con- 
tinue to weaken and inflation will 
remain high. While resource com- 
panies, being exporters, are the 
apparent beneficiaries, it seems a 
poor thing to count on. 

For Fraser’s part, we seek to 
provide safe and meaningful employ- 
ment by investing the shareholders’ 
dollars in facilities which can com- 
pete with the best. We judge that 
satisfactory progress was made to- 
wards these goals in 1978. 

» On behalf of the Board. 


Adam H. Zimmerman 
Chairman 


John P. Fisher 
President 


Bank Statement 


The only real difference in this bank book 
and your own private bank account may be 
in the numbers. This statement shows the 
changes in the cash position of the Company 
for the year. 


Woodlands 


Our Woodlands division entered 
a new era in forest management in 
1978 with the official opening of the 
second largest privately owned tree 
nursery in Canada. Fraser’s $1.2 
million nursery at Second Falls, near 
Edmundston, will produce 7 million 
seedlings a year for replanting in our 
forest lands. 

The opening ceremony in Oc- 
tober was attended by representatives 
of the New Brunswick government 
and by members of the forest prod- 
ucts industry. In his remarks at the 
ceremony, Company President John 
Fisher said that Fraser’s new nurs- 
ery will provide continued mo- 
mentum for our second century of 
growth. It will “complement our $91 
million modernization program at 
Edmundston and our similar $42 
million expansion project at Mada- 
waska, Maine’’. 

Company Chairman, Adam H. 
Zimmerman remarked that the nur- 
sery’s Opening 1s probably the most 
spectacular event of 1978 in the 
industry. “‘In 40 years, the economic 
well-being of north-western New 
Brunswick will be based on these tiny 
seedlings”. 


Improved Land Management 

The need for Fraser’s nursery 
becomes obvious when the problem 
of forest regeneration is examined 
closely. Natural regeneration simply 
cannot supply enough wood to meet 
the potential needs of our Company. 
If Fraser is going to have wood 
products to sell, we have to give na- 
ture a hand in providing the resources 
we'll need. 

This helping hand is a vast forest 
management program in which the 
Second Falls nursery plays a major, 
but by no means the only role. By 
the year 2,000, Fraser expects to have 
created more than 125,000 acres of 
man-made forest containing 250 
million trees. 


Public Benefits As Well 

The new nursery and the forest 
management program are a corner- 
stone in the future growth of our 
Company, but Fraser intends that the 
people of New Brunswick will reap 
many of the benefits. Of primary 
consideration is the number of jobs 
that will be created. President Fisher 
also thinks that Fraser’s extensive 
woodlands and related operations will 
be a model training centre for all of 


New Brunswick — ‘“‘to educate the 
public about modern forest manage- 
ment, the techniques we use, what 
alternatives exist and the impact of 
the forest products industry on the 
lives of New Brunswickers’’. 


Containerized Seedlings 

Fraser’s modern nursery is the 
second largest industry-owned nursery 
in Canada, but it is the country’s 
largest private container nursery. This 
means that we grow seedlings in 
protective plastic pots which enable 
us to produce a seedling in a little 
over a year instead of in three years 
which is the average growing time in 
nurseries using the bare root system. 

The seedlings are grown in three 
unheated greenhouses at the Second 
Falls site. Each greenhouse is longer 
than a football field. (For the inform- 
ation of our American shareholders, 
a Canadian football field is 10 yards 
longer than the U’S. field). 

The automated planting opera- 
tion begins with shredded denatured 
peat moss fed into containers which 
we call “‘multipots”. A conveyor then 
carries the pots through the seeding 
system which drops a seed into each 
cavity and covers it with crushed 
silica. The silica holds the seed onto 
the peat moss and effectively negates 
the effects of too much sunlight or 
water during germination. 

Germination usually takes place 
in late May when we move the mul- 
tipots into the greenhouses and begin 
watering. Ten days later, most seeds 
have started to grow. At three weeks 
a specially designed automated fer- 
tilizer system begins providing the 
seedlings with the amount and type 
of nutrients they require according to 
their size and rate of growth. 


Replanting 

We prepare the forest sites for 
the seedlings the year before they are 
ready for replanting so their new 
surroundings will be ready to provide 
an ideal growing environment. 

Each worker can plant about 
2,000 seedlings a day on one hectare 
of land. (A hectare is slightly less 
than 2.5 acres). Forty years later, and 
after much management and care, 
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Our mechanization program continues in 
Woodlands specially in the preparation of logs 
with the purchase of multifunction slashers 
such as these. 


2 

Up to date road building equipment is used in 
the construction of our major log-hauling 
roadways. 
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Operations room of the tree nursery building 
where the complete seeding operation is 
carried out automatically. 
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Now retired, long term Fraser Chief 
Forester ‘““Gene’’ Howie (CR), honoured 
during nursery opening ceremonies for 
accomplishments in Forestry, accompanies 
Chairman A, H. Zimmerman (L) and 
President J. P. Fisher (R) as tour guide 

A. Girouard (CL) indicates that seedlings 
are ready for planting. 


2 

New woods operations trailer type camps 
nestled in the woods rather than on large, 
bare clearings previously used. 


3 

Aerial view of the Fraser Tree Nursery and 
greenhouse complex at Second Falls, New 
Brunswick. 


Fraser will harvest the fully grown 
trees that started as seedlings in our 
own nursery at Second Falls. It’s long 
range and it costs money, but it will 
be well worth it when future genera- 
tions can rely on a steady supply of 
New Brunswick spruce. 


Budworm Spraying 

The greatest natural enemy of 
our forests is a tiny creature called 
the Spruce Budworm. Left alone, the 
budworm would destroy the com- 
mercial value of our woodlands in a 
very short time. 

To combat the budworm, Fraser 
contributes to New Brunswick’s for- 
est protection program, which, in 
1978, sprayed 800,000 acres of our 
Company’s forests at a cost to us of 
$540,000. 

Preliminary surveys show that 
we'll need to spray 600,000 acres of 
Fraser holdings in 1979. Some of this 
land will be sprayed earlier than usual 
to check infestation in critical areas. 


Woodlands Operations 

Completely apart from the in- 
novation of the nursery, our wood- 
lands people stepped up their normal 
silviculture operations. In 1978, land 
preparation by scarification for future 
growth increased. 400% over 1977 on 
our freehold lands and by a similar 
margin on our Crown Lease lands. 

The Woodlands department contri- 
buted further to the new silviculture 
program by establishing a seedling 
orchard at Second Falls. The best 
specimens among the trees in this 
orchard and others to be established, 
will eventually be the parents of al- 
most all the seedlings started at the 
nursery. 

The department continued to 
extend and repair Fraser’s major 
private road system thus improving 
transportation facilities. Our con- 
struction crews in Plaster Rock and 
Edmundston also built two new camp 
sites in the forests. 


Overview 

1978 was an exciting year for our 
woodlands division. It was a year 
that marked our determination to 
increase and guarantee our supply of 
wood for the future by applying 
modern techniques of forest manage- 
ment in three main phases; creating 
man-made forests; controlling pests 
that would otherwise destroy our 
forests; and improving the delivery 
system for moving our harvest from 
the forests to the mills. 


Wood Products 


Marketing 

The market for our wood products 
generally was strong throughout 1978 
and we were able to sell all the lumber 
we could produce at satisfactory price 
levels. Though there were a few slow- 
downs in the early months, both saw- 
mills ran at full capacity once renova- 
tions were completed in February. 
Between them, Plaster Rock and 
Kedgwick produced : 90,219,000 fbm, 
33.4% better than 1977’s production. 

Home building creates the largest 
demand for our lumber, and since 
housing starts are expected to decline 
in the Eastern United States during 
1979, we anticipate reduced demand in 
that sector, however some of the slack 
should be taken up by general 
construction and home renovation 
projects which are on the upswing and 
by the market for industrial lumber in 
the U.S. 

To further increase sales, we’ve 
taken steps to broaden our selling area 
in the United States and to look 
farther afield for new foreign markets. 
Late in 1978, we returned to the British 
market where we expect to increase 
sales steadily through the 1980's. 
Already, a considerable part of our 
1979 production is allocated for export 
to Britain. Closer to home, our share of 
the market in Canada’s Maritime 
provinces grew in 1978 and we expect 
further market growth along our east 
coast in 1979 and through the 1980’s. 


Operation and Projects 

Fraser’s sawmills are important 
employers in north-western 
New Brunswick. Jobs provided in the 
mills and created by the $5.2 million 
renovation program that was com- 
pleted in 1978 have had a considerable 
impact on the stability of the economy 
in the communities of Plaster Rock 
and Kedgwick. Fraser remains deeply 
committed to the future of both com- 
munities. 

A brand new planer mill in Plaster 
Rock, with two production lines, one 
for dimension lumber and one for 
boards and specialties began pro- 
duction in February and is perform- 
ing well. Thanks to the installation of 
refuse burning boilers, the new mill is 
operating without using anywhere near 
the oil it used last year at this time. 


The computer scanner installed 
at Kedgwick in 1978 “‘reads”’ the logs 
before they reach the saw blade and 
sets the equipment to cut the maximum 
amount of lumber from each log. The 
scanner saves us money and 
unnecessary work by producing the 
same amount of lumber from fewer 
logs. In 1979, we’ll introduce similar 
scanning equipment at our Plaster 
Rock mill. Also in 1979 our capital 
programs include the installation of a 
new bandsaw at Kedgwick which will 
allow us to cut more smoothly and 
accurately. New debarking equipment 
at both mills will reduce operating 
costs by removing bark more effectively 
and improving the quality of the by- 
product chips used in our pulp mills. 

With the new equipment and cost 
reduction measures installed and fully 
operational, both mills should be cost 
competitive in serving the markets that 
we expect during 1979. 
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New planer mill at Plaster Rock contains 
automatic trimming and sortinglinefor _ 
dimension lumber and a specialty lumber line. 
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New wood waste burning boiler building 
at Plaster Rock will further reduce oil 
consumption. 
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New Brunswick Premier Richard Hatfield 
Officially opens Plaster Rock Planer Mill by 
automatically strapping a bundle of lumber 
while President John Fisher at Premier’s left 
looks on. 


Market Pulp 


New hymac pressure screen being installed at 
Atholville Pulp Mill as part of efforts to 
improve the product and prevent fibre losses. 
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Market pulp being loaded in box cars for 
export to Europe. 75,000 tons of 1979 
production is earmarked for open market. 
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With full production expected in ’79 the 
Atholville chip pile level is constantly 
changing. 


Marketing 

All of Fraser’s market pulp is 
produced in our Restigouche mill at 
Atholville, New Brunswick. The mill 
operated at 92% of capacity during 
1978 for a production of 93,429 tons, 
up 6,669 tons from 1977. Internal 
consumption by our paper mill in 
Madawaska accounted for 46% of 
production. The remaining 54% was 
sold to a broadly expanding group 
of customers. 

Increased pulp production at 
Edmundston in 1979 will reduce the 
amount of Restigouche pulp needed 
at the Madawaska plant by two 
thirds. This increase in total integra- 
tion will free up more of Resti- 
gouche’s output for sale on the open 
market. The amount of market pulp 
available in 1979 is expected to be 
75,000 tons, up from 9,900 tons in 1976. 

The pulp market varied consi- 
derably throughout the year. After a 
slow first quarter it strengthened 
enough to permit two price increases 
by the end of the year. This return of 
prices to 1975 levels was the minimum 
necessary for the Atholville mill to 
achieve break-even. 


Operation and Projects 

Notwithstanding its problems, 
Fraser remains committed to the 
Atholville plant and to the people of 
the area. We’re looking ahead to 
making the operation cost competitive. 
Marketing and mill studies have led 
us to look for different grades of pulp 
and to saleable by-products which, 
when combined with cost reduction 
measures, should start to turn the 
division around. 

A capital improvement program 
presently underway will, when com- 
pleted, reduce costs and cash drain 
at Atholville, particularly in the areas 
of cost of raw materials, material 
usage and labour productivity. 


The recently announced support 
by the Federal Government for 
modernization programs in the 
Canadian Pulp and Paper Industry 
will have a beneficial effect on the 
final program. 

We have also announced plans 
to continue our studies into more 
effective control, and even profitable 
use, of Restigouche’s effluent solids. 
Studies in this area will continue in 
1979. 


Boxboard 


Marketing 

The Boxboard division of Fraser’s 
production units had a disappointing 
year in 1978. Manufacturing problems 
restricted production to a shippable 
30,630 tons, down 909 tons from 1977. 
Shipments reached their lowest total in 
three years, and the product operated 
ata loss. 

Almost all of our boxboard 
production is used in packaging, 
particularly for consumer goods. In 
1978, this market was especially 
competitive as there was a general 
excess Capacity situation throughout 
the converter industry which impacted 
on the producer segment. 

Total industry overcapacity and 
competitive forces prevented the 
recovery of increased costs through 
price increases despite a full order 
book and the gradual buildup of an 
order backlog. 


Operation and Projects 

A vigorous program is underway 
to reduce the manufacturing costs of 
our boxboard. The program includes 
steps to reduce the costs of fibre by 
replacing virgin pulp with less costly 
reclaimed fibre; reduce energy by 
improved water removal equipment 
on the boxboard machine and by using 
heat recovery techniques. The program 
also calls for reducing labour costs 
by increasing the use of sophisticated 
controls. In late December, the 
machine was shut down for a week for 
partial rebuild. 

If these cost reduction efforts can 
be matched with prices that adequately 
reflect upward pressure on costs, we 
believe that the future of this product 
can be assured. 

As part of an overall industry 
move, the Boxboard division prepared 
to adopt the metric system in 1979. The 
preparation included an indoctrination 
course to lessen the chances of any 
change-over problems. 


For the second year in a row, ee 
Fraser’s boxboard division continued e \ee \ ore Sareea 
its excellent safety record, operating we (| Pmt Pal O Dairu DOinnow 


without a single lost time accident. 


1 
Boxboard operation supervisors discuss 
coating characteristics of Fraser Boxboard. 
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New split felt configuration installed 
during Christmas shutdown is expected to 
improye production and save energy. 


3 
Boxboard packaging for consumer products. 


Fine Papers 
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1 
Differential Billblade Coater which will pro- 
duce value added specialty coated fine papers. 
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New building which will house the coating 
kitchen that will supply specialty coatings to 
new Billblade Coater. 
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Ready to become the multicoloured business 
forms of today, these rolls are moving towards 
automatic roll wrapper. 
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Marketing 

1978 was a significant year in 
Fraser’s participation in Fine Papers. 
The ongoing program of product 
diversification and upgrading con- 
tinues to improve our market position 
and the profitability of this segment 
of our business. 

However, the year was not with- 
out its problems, as our employees 
had to overcome severe weather 
conditions early in the year to meet 
customer delivery requirements. As 
the year progressed, demand for our 
products increased until it became 
imperative to put our customers on 
an allocation program to ensure 
uniformly fair treatment and to better 
match shipments with production. 

The market’s unexpected high 
demand for our product led to im- 
proved pricing and profitability. 

Our fine papers business mix will 
concentrate on growth markets such 
as the Forms Industry which is pro- 
jected to grow at a rate of 8 - 10%, 
and new converting potentials which 
will use the coating technology avail- 
able when our Billblade Coater is 
operative. 

Overall, 1978 was a year of 
progress and diversification for fine 
papers with key emphasis placed on 
preparation for improved market 
position in 1979 on business forms 
papers, converting papers and pub- 
lishing grades. 


Operation and Projects 

1978 was a challenging year for 
the fine papers Operating Division 
with many high points more than 
making up for the difficulties we 
experienced as we progressed through 
the first phases of bringing the new 
pulping process on stream at Ed- 
mundston. 

Enthusiasm surrounds our new 
Billblade Coater which will be in full 
operation on No. 3 paper machine at 
Madawaska by mid-1979. The coater 
and a new colour kitchen for pre- 
paring specialty coatings will enable us 
to operate in completely new markets 
with a diversified line of products we 
were unable to offer in the past. 

The Billblade Coater was installed on 
No. 3 machine in November and 
operated as a size press until the end 
of the year. It will undergo testing 
until the colour kitchen is completed 
at the end of March 1979. 


It was a year of continued diver- 
sification into lighter papers and 
technical preparation for producing 
specialty coated papers. 1978 was also 
a year of planning and reshaping 
our production procedures to take 
into account the changing and future 
requirements of our customers. 

A fine paper task force was 
created to devise an overall strategy 
of product development, manufac- 
turing processes, marketing and cus- 
tomer relations for the Billblade 
Coater. The small group consisted of 
Research, Production and Marketing 
personnel. 


Groundwood Papers 


Marketing 

All four markets for our ground- 
wood papers: magazines, catalogues, 
directory paper and coated publica- 
tion papers, were strong in 1978. We 
shipped a total of 222,000 tons of 
groundwood papers last year, up 
7.7% from 1977. The outlook for 
1979 is for even more growth in all 
four markets. 

Growing demand for ground- 
wood papers for an ever increasing 
number of magazines, catalogues and 
directories coupled with extensive 
paper strikes in the United States in 
1978 tended to aggravate an already 
tight paper supply situation. As more 
advertising dollars in the United 
States and Canada are directed to 
these media we expect further in- 
creases in demand in this market sec- 
tor, a factor which will play an im- 
portant part in our future marketing 
plans. 

The most exciting and challeng- 
ing of our groundwood paper mar- 
kets is the coated groundwood paper 
sector. 

It is in such demand throughout 
the industry that we expect short- 
ages to continue well into the 1980's. 
At present, shortages are so serious 
that many producers are installing 
new equipment to fill the market de- 
mand and many publishers are ex- 
perimenting with different grades of 
paper which they are finding unsuit- 
able for their purposes. 

Fraser is moving forcefully to 
meet this demand with the expansion 
program at Madawaska which will 
double our capacity for producing 
coated groundwood stock. 

In 1978, we negotiated several 
long term contracts for the increased 
output of the Madawaska mill with 
customers in both Canada and the 
United States. 


Operation and Projects 

1978 was a record year for our 
groundwood division both in ship- 
ments and in profits. 

Customer demand for all four of 
our groundwood products was excep- 
tional. This demand, coupled with 
strikes that crippled many American 
producers and the general shortages 
of groundwood papers throughout 
the United States stretched our 
Madawaska mill’s production 
capacity to the limit. 


il 


As a result, plant management 
introduced a successful speedup 
program in order to meet our heavy 
market commitments. 

The speedup program, combined 
with the $42 million expansion 
program at Madawaska means that 
new equipment will be installed 
alongside operating equipment and 
personnel. The logistics and safety 
programs are staggering in their 
complexities, but they will be success- 
fully carried out as witnessed by our 
record shipments and Madawaska’s 
superior record in 1978, when the 
project was under way during the 
last six months of the year. 

The major thrust of the expan- 
sion project at Madawaska is aimed 
at doubling our production of ground- 
wood coated papers. The largest part 
of the project involves the installation 
of a new off-machine blade coater in 
the catalogue mill. 

To supply sufficient base stock 
for the new coater, our No. 5 and 
No. 6 groundwood paper machines 
are being modernized. In addition, 
the No. 7 paper machine will undergo 
extensive renovations, enabling it to 
operate as a “swing”’ machine that 
can produce different grades of 
groundwood paper in addition to 
chemical pulp grade sheets. 

This will give us the flexibility to 
serve either groundwood or free sheet 
markets on demand. 

All of these additions and modi- 
fications to our paper manufacturing 
capacity have necessitated the exten- 
sive relocation of some existing facil- 
ities and the addition of several new 
ones. For example, we’ll be buying 
certain pulps which will require a 
repulping facility in Madawaska. Our 
enlarged production capacity also 
means we have to build more storage 
space. 

The Madawaska expansion was 
approved in April, 1978. Work has 
proceeded on the project throughout 
the year and is presently on schedule. 
The entire project is scheduled for 
completion by the end of the first 
quarter in 1980, at which point our 
integrated pulp and paper plants in 
Edmundston and Madawaska will 
both be in full operation. 


Construction that will house new off-machine 
blade coater which will double present coated 
groundwood paper production. 
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Operator monitors cabinet of new computer 
control system that will improve quality, uni- 
formity and production on No. 5 and No. 6 
machines. 


Some of the end products of our coated 
and uncoated groundwood paper products. 


With its recovery building rising above 
nearby local residences, the modernized 
Edmundston Millis an example of the 
compatibility of industry within a city 
environment with air and water pollution 
controls that will meet both Federal and 
Provincial standards. 


Edmundston Project 


1978 was the biggest expansion 
and modernization year ever for the 
Fraser Companies. By far, the largest 
expenditure was for the $91,000,000 
modernization project at the Edmund- 
ston pulp mill. By the end of 1978, 
$82,500,000 of the total budget had 
been spent or committed to the 
project. 

The mill was built sixty years ago 
at a cost of $4 million. Back then, 
it produced 120 tons of bleached 
sulphite pulp daily. Though the mill 
underwent a number of modifications 
over the years, it remained essentially 
the same mill though with increased 
capacity until 1976 when we decided 
to expand and convert our produc- 
tion processes. 

The decision was made to change 
from the ammonium sulphite process 
without recovery to the magnesium 
bisulphite process with recovery 
which produces a cleaner, whiter pulp 
and results in fewer ecological prob- 
lems. Almost two thirds of the total 
cost of the Edmundston modernization 
has gone for environmental protec- 
tion, chemical recovery and energy 
reduction features. 

The Edmundston project stayed 
on schedule until August of 1978 
when a five week long pipefitters’ 
strike delayed progress on the re- 
covery section of the project. How- 
ever, most of the work was com- 
pleted in 1978, and though partly 
operational, its full effect won’t be 
felt until the spring of 1979. 

Using the magnesium acid 
sulphite process, the digesters and 
screening facilities are already in 
operation, but the main objectives of 
the whole project — increased pro- 
duction, cleaner pulp, energy reduc- 
tion and improved environmental 
standards — cannot be attained until 
the whole system is functioning as a 
complete unit, expected by this spring. 
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The new washing and screening 
facilities were integrated into the 
pulping system early in the year. In 
order to maintain production during 
construction, a complex series of 
engineering operations was devised. 
By late May, the new equipment in 
the digester section was completely 
integrated after a one day shutdown, 
while the new washing and screening 
facilities were brought on line with a 
simple switch-over from the old 
system to the new. 

Several cost reductions and 
quality improvements have already 
been realized. Because of the im- 
proved pulp washing, chlorine demand 
and bleaching costs have gone down. 
The conversion from ammonium 
to magnesium base has resulted in a 
brighter pulp. This has led to reduced 
use of brightening chemicals at the 
Madawaska end and has lessened the 
““pitch”’ problem on the paper ma- 
chines. 

Some of the difficulties encoun- 
tered in the digester section were 
minimized by our well trained staff 
and by September, the whole system 
was operating smoothly. 

The safety record, a special con- 
cern of our Company, has been 
excellent during construction. The 
accident rate has been held down to 
about a third of the New Brunswick 
average. 


Digester Process Control panel operator 
monitors eight digesters at various stages of 
ECOOke. 


2 
New washers and screens have already 
improved the quality of chemical pulp. 


3 

The waste liquor produced by the cooking 
process will be thickened in these evaporators 
and then be used as fuel. 


Operations 


Wood waste burning in the new refuse burning 
boilers at Plaster Rock. 


2 

Various coating formulae are being tested on 
this new laboratory size blade coater in 
anticipation of the new coater installation 
in Madawaska, 


New storage facilities for spare parts and 
equipment in the Madawaska mill. 
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The Environment 

Forest Products Industries have 
always been a favourite target of 
environmentalists, and perhaps our 
industry has not always been blame- 
less. As producers and manufacturers, 
we are highly conscious of the need 
to keep our environment clean. An 
outstanding example of how keenly 
Fraser feels this responsibility is the 
fact that $60,000,000 of the total 
$91,000,000 we’re spending on our 
Edmundston modernization program 
is earmarked for environment protec- 
tion features. 

The new facilities will enable us 
to reduce fibre loss, to recover process 
chemicals and bring us into complete 
compliance with New Brunswick’s 
environmental standards. 

Recognition of our efforts in this 
area came in May of 1978, when 
Fraser was granted a Certificate of 
Approval for the Edmundston mill 
by the New Brunswick Ministry of 
Environment. 


Energy Conservation 

A few years ago, the cost of 
energy for industry was a secondary 
consideration; not today. Since 1972, 
the cost of oil has risen 500% while 
the cost of electricity has risen almost 
260%. 

We reacted to the energy crunch 
with energy conservation programs 
in every division of the Company. 
Since then oil and electricity usage 
per unit of production has gone down 
15% and in spite of increased pro- 
duction, total oil consumption was 
less in ’78 than in ’72. 

Two simple but effective meas- 
ures are responsible for this signi- 
ficant saving; good energy manage- 
ment at each mill and conversion 
from oil to wood waste for our fuel 
at three of our plants. 

The bark and wood refuse burn- 
ing boilers installed at Edmundston 
and Kedgwick resulted in oil con- 
sumption reduction of over 2,400,000 
gallons and 300,000 gallons, respec- 
tively in 1978. We expect equally 
dramatic decreases in the oil con- 


sumption at Plaster Rock in 1979 
with similar installations that were 
operational late in 1978. 


Research and Development 

The basic long term research 
needs of the Company are provided 
by our continuing support of such 
research organizations as Pulp and 
Paper Research Institute of Canada, 
the Institute of Paper Chemistry 
and Forest Engineering Research 
Institute of Canada (FERIC). 

Research and Development by 
our staff is devoted to the application 
of the results of basic industry re- 
search to the particular requirements 
of our business. In addition to their 
assistance in the Edmundston project, 
the technical staff continued regular 
contributions to the Marketing, Pro- 
duction and Operations departments. 

They developed a computer model 
for all Fraser operations from wood 
supply to finished products. The 
computer model can provide a com- 
plete list of the wood and pulp 
necessary to fulfill a given sales plan 
for any of Fraser’s products. 

The decision to install a Billblade 
Coater on Madawaska’s No. 3 ma- 
chine to produce value added specialty 
coated fine papers triggered a devel- 
opment program on specialty coatings 
which is actively in progress. 

Research on the optimization 
of nutrient levels for the Edmundston 
plant’s secondary treatment aerated 
lagoon was completed before con- 
version to the magnesium base pro- 
cess and resulted in considerable 
chemical savings. 


Inventory Management 

Inventory management under- 
went a complete restructuring in 1978. 

Most of the programming for an 
automated inventory control system 
was completed in 1978. While several 
inventory groups will convert to the 
new system in 1979 on a trial basis, 
others will stay on our conventional 
inventory system. 

All of Fraser’s divisions, except 
for Plaster Rock, are now included 
in our Mills Stores parts and material 
catalogue which has been reduced to 
microfilm. 

The Edmundston modernization 
necessitated revisions to maintenance 
procedures, the establishment of pre- 
ventative maintenance programs and 
the updating of equipment record 
systems, which will continue well into 
1979. 


Fraser People 


In the fiercely competitive forest 
products industry, no one company 
can ever be stronger than the people 
who run it and work for it. Ours is 
not an industry where one company 
can do well by banking on the re- 
flected excellence of another. 

We do well by finding, and 
keeping, good people. This quest for 
qualified personnel plays an indis- 
pensable role in the future success of 
each member of this industry and is 
certainly a prime concern in our 
Company. 

Generally, 1978 saw excellent 
relations between Fraser and its 3,800 
employees; excellent but not perfectly 
harmonious because of three not 
unconnected influences: the complex 
shifting of priorities connected with 
our major expansion projects at 
Edmundston and Madawaska, the 
strains of inflation on present wages 
and wage expectations, and the 
difficulties, and even the dubious 
desirability, of negotiating long-term 
labour contracts. Fraser’s history of 
stable labour relations led to effective 
resolutions of the problems that did 
spring up. 

We are confident that the same 
spirit will prevail in 1979 when all of 
our Company’s Canadian labour 
agreements will be renegotiated fol- 
lowing the termination of the Cana- 
dian Anti-Inflation Board’s mandate 
to oversee major industrial wage and 
price increases. We anticipate some 
disagreement in several areas, partic- 
ularly in clauses related to money 
and in the duration of contracts. 
However, we also anticipate that 
excellent labour-management com- 
munications and goodwill on both 
sides will help us to arrive at fair 
solutions acceptable to all concerned. 


Safety Record Greatly Improved 

Our Company’s safety record in 
1978 improved moderately over 1977 
standards, with the improvement 
entirely due to the Madawaska Mill. 
Madawaska’s accident record for 
1977 was double the industry average. 
In 1978, they reversed that to produce 
the best record of any of Fraser’s 
mills. Madawaska reduced lost time 
accidents by almost 85%, and ended 
1978 with an accident rate less than 
half that of the industry as a whole. 
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Though all of our other opera- 
tions bettered the industry’s standards 
for safety in 1978, there is still room 
for improvement at all levels. While 
we are pleased with our performance, 
Fraser people are too important to 
risk losing for even a short period of 
time because of avoidable accidents. 


Training Program Continues 

Fraser’s in-company training 
programs were restructured in 1978 
to accommodate the need for more 
highly qualified personnel at the 
Edmundston mill and in the Plaster 
Rock Woodlands division. 

The modernization project in 
Edmundston and the new logging 
equipment in Plaster Rock changed 
the way we do things at those two 
locations. As a result, familiarization 
and training programs were necessary 
to prepare personnel to handle the 
new equipment and processes to the 
best advantage. In total, 25,000 man- 
hours of operator training were 
accumulated in Edmundston and 
Plaster Rock in 1978. 

Maintenance training pro- 
grams were continued in all other 
Company operations. Eighty Fraser 
people undertook advanced training 
in 1978 under I.C.S. programs or 
the New Brunswick Block Release 
Training Program. 

The Company’s regular training 
centre offered courses in several 
different areas including French con- 
versation for English speaking man- 
agement personnel. In all, 1978 saw 
major advances in employee training, 
advances that enhance the employees’ 
value to the Company in two ways 
— by increasing the employees’ po- 
tential for higher earnings and benefits 
and, in the long run, by making 
our Company more efficient and 
profitable. 


One of the sixteen women working effectively 
alongside men on the paper machines. 


9) 
Quebec badminton team wearing Fraser 
souvenir caps receives Eastern Canadian 
Team Championship trophy from Fraser 
Vice-President, J. C. Preble. 
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Madawaska Project Team inspecting the 
major expansion plans now in progress. 


1 

World Canada Youth group from Senegal 
learning how Fraser carries out its Woodlands 
operations. 


Fraser electrician is all smiles as he goes about 
his daily tasks. 


3 

Log cabin constructed by Fraser employees 
for annual fund raising activity that helps 
provide recreation facilities for the community 
of Plaster Rock. 
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Further training projects were 
outlined in 1978 to meet the projected 
need for qualified personnel to handle 
the $42 million expansion in Mada- 
waska and the two new slasher oper- 
ations planned for Edmundston in 
1978. 

Management Development 

Another personnel program 
introduced in 1978, Management 
Development, goes hand in hand with 
employee training. Since our Com- 
pany’s philosophy is future oriented, 
and since we are responsible for 
millions of dollars already invested in 
our operations, we must take steps 
to ensure that management at all 
levels continues to be of exceptionally 
high calibre. 

The Management Development 
Program has a dual purpose — to 
strengthen management resources 
and to improve present management 
practices. Our Management Develop- 
ment Program will incorporate a 
career planning concept, performance 
evaluation, and training opportunities 
to encourage maximum individual 
development. 


Employee Benefits 

Since the already high costs of 
providing employee benefits seem to 
be rising steadily, the Company has 
embarked on a program to ensure 
that both the employees and the 
Company are getting the most out of 
every dollar spent in this area. 

In 1978, the benefits program 
was streamlined internally. New 
booklets were printed to explain to 
U.S. employees the exact disposition 
of the money spent on their behalf by 
Fraser for insurance, pension plans 
and other benefits. In 1979, we’ll 
expand this information project to 
our Canadian operations. We’ll also 
be introducing annual benefits state- 
ments to employees in both countries. 


Community and Public Relations 

Fraser continued its active 
participation in the communities 
where we maintain operations. We 
actively supported and encouraged 
projects designed to improve the 
quality of life in these communities, 
particularly in the areas of recreation 
and youth oriented projects. 


As part of our growing efforts 
to keep the public informed about 
our industry in general and Fraser in 
particular, we took steps to solidify 
our media relations. In February of 
1978, our Company organized a suc- 
cessful ‘‘media day”’ with invited 
guests from Radio and Television 
stations and Newspapers in New 
Brunswick and Maine. The media 
guests were encouraged to question 
executives in each section of the 
Company. ; 

Our Company’s appearances in 
trade journals and other media be- 
came particularly noticeable on the 
occasions of the openings of our 
planer mill at Plaster Rock and the 
new nursery at Second Falls. The 
media also carried extensive coverage 
of our expansion projects at 
Edmundston and Madawaska. 


Financial Review 


In 1978, shipments, net sales 
revenue and net income all achieved 
new highs, computed in accordance 
with generally accepted accounting 
principles. 

Shipments increased 11°%, over 
last year, producing sales revenue of 
$265,129,000 which was up 25% from 
last year’s $212,490,000. Net earnings 
rose 63% to $22,559,000 or $3.20 
per share compared with $13,853,000 
or $1.97 per share in 1977. 

Throughout 1978 the Canadian 
dollar declined steadily against the 
U. S. dollar. Foreign exchange ac- 
counted for $1.64 per share (46¢ 
unrealized gain) of this year’s earnings 
compared with 78¢ per share (26¢ 
unrealized gain) last year. 

The effective income tax rate 
in 1978 was 45%, against 39.4% in 
1977. Taxes on income were reduced 
this year by $163,000 for Canadian 
and U. S. federal investment tax 
credits, and by $218,000 for the 3% 
inventory allowance. Last year inven- 
tory allowance of $192,000 and in- 
vestment tax credits of $622,000 were 
utilized. 

In 1978, return on shareholders’ 
average equity improved to a satis- 
factory rate of 18.5%. Due to infla- 
tion this kind of return must be 
achieved consistently to finance the 
future modernization, expansion and 
development of the Company. This 
year and 1974 are the only times in 
approximately twenty years that an 
acceptable rate of return has been 
earned. 

Redemption of long-term debt 
was $809,000 this year leaving out- 
standing at year-end $42,092,000. 
This is equivalent to 32.1% of share- 
holders’ equity and 24.3% of total 
capitalization. 

In connection with financing the 
Company’s on-going major capital 
programs, during the year arrange- 
ments were completed whereby up 
to $35,000,000 can be borrowed as a 
long-term revolving line of credit 
until 1982 at which time any out- 
standing balance will be converted 
into a term loan repayable through 
1993. It was not necessary to draw 
down any funds under this arrange- 
ment in 1978. 
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_ Funds provided from operations 
this year increased 39%, over last 
year to a record $38,316,000 or $5.44 


_ per share. 


Year-end working capital was 
down from the prior year by 
$20,833,000 to $22,175,000. Cash 
dropped by $14,138,000 related to 
the high level of capital expenditures. 

Net additions and improvements 
to plants and properties increased 
to a record $53.6 million in 1978. 
This amount includes $34.5 million 
spent on the Edmundston pulpmill 
modernization program and related 
jobs, and $12.1 million on the 
Madawaska expansion project. Over 
the last three years $121 million have 
been invested in physical assets. 
During the same period long-term 
debt has increased by $33 million and 
the balance of $88 million has been 
financed from internal resources. 

On December 1, 1978 the Com- 
pany’s Common Shares were split 
3-for-1 in an effort to improve the 
availability and marketability of the 
stock. Throughout the Annual Report 
all prior years’ shares outstanding 
and per share amounts have been 
adjusted to reflect the 3-for-1 stock 
split. 

Dividends were increased in the 
fourth quarter of 1978 resulting in 
total dividend payments this year of 
$4,652,000 or 66¢ per share compared 
with $4,109,000 or 58¢ per share last 
year. While dividend payments have 
constantly increased over the past 
five years, it is important to note that 
over this period shareholders have 
left 72°%, of their earnings re-invested 
in the Company. 

Shareholders’ equity increased 
from $113,300,000 or $16.08 per 
share at the end of 1977 to 
$131,207,000 or $18.62 per share at 
the end of 1978. It is significant to 
recognize that these figures are 
grossly understated due to approxi- 
mately 750,000 acres of freehold 
timberlands being carried on the 
books at a value of $184,000 or less 
than 25¢ per acre. 

Two supplemental presentations 
are included in the Annual Report 
to display Fraser’s financial affairs in 
a manner different than that shown 
by the required financial statements. 
Fraser’s cash transactions have been 
summarized by major items on a 
bank statement format on page 4. 
Traditional accounting methods do 
not reveal the effects of continuing 
inflation. A statement appears on 
page 23 illustrating the impact of 
inflation on our operating results. 
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Consolidated Statement 
of Financial Position 


As at December 31 (in thousands of dollars) 


1978 1977 
Current assets: 
Cash and short-term deposits $ 4,113 $ 18,251 
Accounts receivable 21,427 19,515 
Inventories (note 2) 37,236 32,096 
Prepaid expenses 756 809 
Total current assets 63,532 70,671 
Current liabilities: 
Accounts payable and accruals 31,373 26,218 
Income taxes payable 9,095 625 
Long-term debt due within one year 889 820 
Total current liabilities 41,357 27,663 
Working capital papa) Vis 43,008 
Fixed assets (note 3) 172,539 128,409 
Other assets (note 4) 1,224 1,209 
Working capital and other assets employed $195,938 $172,626 
Financed by: 
Long-term debt (note 5) $ 42,092 $ 42,901 
Deferred taxes on income 22,639 16,425 
Shareholders’ equity (notes 4 and 6) 131,207 113,300 
$195,938 $172,626 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Claw, amo 


Adam H. Zimmerman 


PA 1 pad. 


John P. Fisher 
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Consolidated Statement 
of Earnings and Retained Earnings 


Year ended December 31 (in thousands of dollars) 


1978 1977 
Earnings: 

Net sales $265,129 $212,490 
Cost of sales ; 203,816 172,862 
Depreciation and depletion 9.516 7.909 
Selling, general and administrative expenses 11,119 9.827 
224,451 190,598 
40,678 21,892 

Other income (expenses): 
Interest income (note 7) 587 469 
Interest on long-term debt (note 7) (484) (501) 
Miscellaneous — net 199 1,005 
302 973 
Earnings before income taxes 40,980 22,865 
Taxes on income (note 8) 18,421 9,012 
Net earnings $ 22,559 $ 13,853 
Earnings per share (note 6) $ 3.20 S$: aat97 

Retained earnings: 

Balance at beginning of year $107,196 $ 97,452 
Net earnings 22,559 13,853 
- 129,755 1115305 
Dividends paid — $ .66 (1977 — $ .58) per share (note 6) 4,652 4,109 
Balance at end of year $125,103 $107,196 


See accompanying notes to consolidated financial statements. 


Auditors’ Report 
to the Shareholders 


We have examined the consol- 
idated statement of financial position 
of Fraser Companies, Limited and 
subsidiaries as at December 31, 1978 
and the consolidated statements of 
earnings and retained earnings and 
changes in financial position for the 
year then ended. Our examination 
was made in accordance with 
generally accepted auditing standards, 
and accordingly included such tests 
and other procedures as we consi- 
dered necessary in the circumstances. 
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In our opinion, these consoli- 
dated financial statements present 
fairly the financial position of the 
Company and Subsidiaries as at 
December 31, 1978 and the results of 
their operations and the changes in 
their financial position for the year 
then ended in accordance with gen- 
erally accepted accounting principles 
applied on a basis consistent with 
that of the preceding year. 

Montreal, Canada 
February 14, 1979 


fost arch, tittle 


Chartered Accountants 


Consolidated Statement 
of Changes in Financial Position 


Year ended December 31 (in thousands of dollars) 


Source of funds: 
Net earnings 
Add items not requiring expenditure of funds: 
Depreciation and depletion 
Deferred taxes on income 
Amortization of financing expenses 


Funds provided from operations 
Stock Purchase Plan 


Total funds provided 


Application of funds: 
Income taxes 
Financing expenses 


Additions and improvements to plants and properties — net 


Redemption of long-term debt 
Dividends 


Total funds used 


Decrease in working capital 
Working capital at beginning of year 


Working capital at end of year 


1978 1977 
$ 22,559 - $ 13,853 
9,516 7,909 
6,214 5,680 
27 24 
38,316 27,466 
55 | 123 
38,371 27,589 
= 11 

97 ~ 
53,646 44,459 
809 811 
4,652 4,109 
59,204 49,390 
20,833 21,801 
43,008 64,809 
$22.075 $ 43,008 


See accompanying notes to consolidated financial statements. 


Notes to Consolidated 


Financial Statements 


December 31, 1978 


Fraser Companies, Limited is incorporated under the 
Canada Corporations Act. The Company and its principal 
operating subsidiary, Fraser Paper, Limited, which owns 
and operates a paper mill in Madawaska, Maine, is an 


integrated producer of forest products. Approximately 55% 


of the Company’s outstanding capital stock is owned by 
Northwood Mills Limited, a wholly-owned subsidiary of 
Noranda Mines Limited. 


(1) Accounting policies: 
A summary of significant accounting policies of the 
Company is set out below. 


Basis of presentation of financial statements: 
The accompanying financial statements include ona 
consolidated basis the accounts of the Company and its 
subsidiaries, all of which are wholly-owned. 


20 


Foreign exchange: 
Current assets and liabilities in foreign currencies are 
translated into Canadian dollars at exchange rates prevailing 
at balance sheet dates except for those amounts covered by 
forward sales of other currencies, for which contracted rates 
are used. Long-term debt is carried at the Canadian dollar 
proceeds received and fixed assets at exchange rates in effect 
at the transaction dates. Income and expenses are translated 
at average rates prevailing during the year except for 
depreciation which is translated at the rates prevailing when 
fixed assets were acquired. Gains or losses on foreign 
exchange are reflected in the statement of earnings. 


Inventories: 
In general, pulpwood and logs, raw materials and supplies 
are carried at cost or replacement cost whichever is lower. 
Goods in process and finished products are valued at the 
lower of cost and net realizable value. 


Fixed assets: 

The costs of additions, betterments and renewals are 
capitalized and expenditures for maintenance and repairs 
are charged to expense. 

Government grants received in connection with the 
construction or expansion of production facilities are 
credited to the cost of such assets. At the time of disposal or 
retirement of plant and property, the cost of the asset and 
the related accumulated depreciation are removed from the 
accounts and the resulting gain or loss is reflected in the 
statement of earnings. 

Buildings, machinery and equipment are depreciated, 
generally on a straight-line basis, at rates estimated to 
amortize the cost of each asset over its economic life. Rates 
in use for the principal classes of such assets are as follows: 


Buildings 24% 
Production machinery 64% 


Automotive and mechanized woods equipment 10% to 25% 


Logging roads, bridges and camp facilities are written off on 
a straight-line basis over 10 years and amortization of timber 
limits is determined on a basis related to production. 


Financing expenses: 
Expenses relating to the issue of long-term debt are 
amortized on a straight-line basis over the term of the debt. 


Interest: 
Interest expense is charged against income as incurred, 
except where it can be identified with a major capital 
expenditure program. Such interest is capitalized during the 
construction period, net of any related revenue from 
temporary investment of borrowed funds held for capital 
expenditures. 


Research and development: ' 
Research and development expenses are charged against 
earnings as incurred. 


Investment tax credits: 
Canadian and U.S. federal investment tax credits are 
recognized as a reduction in the provision for income taxes 
in the years in which such credits are claimed for tax 
purposes. 


(2) Inventories: 
1977 


1978 
($000’s) 
Pulpwood and logs, including advances $ 15,921 $ 12,931 
Raw materials and supplies 16,777 13,845 
Goods in process and finished products 4,538 5,320 


$ 37,236 $ 32,096 


Pa 


(3) Fixed assets: 


1978 1977 

($000’s) 
Plants and properties $287,172 $245,060 
Less accumulated depreciation 114,817 116,847 
172,355 > 128,213 
Freehold and leasehold properties 7,946 7,928 
Less accumulated depletion 7,762 Teloe 
184 196 
$172,539 $128,409 

(4) Other assets: 

1978 1977 

($000’s) 
Due under Stock Purchase Plan $ 144 §$ 199 
Income taxes 664 664 
Deferred financing expenses 416 346 
$ 1,224 $ 1,209 


Pursuant to the provisions of the Stock Purchase Plan, 
shares may be issued for the account of certain employees, 
including officers, at the discretion of the directors. No 
shares were issued in 1978. Payment for shares issued under 
the Plan is made by employees in instalments so that the 
aggregate purchase price will be paid within ten years. At 
December 31, 1978 the Trustee held 23,880 Class “‘A”’ shares 
as collateral for the unpaid balances aggregating $173,000 at 
that date. 

The Company has received re-assessments for the 1970 
through 1973 taxation years with respect to the treatment of 
certain income for tax purposes in 1970 and 1971. The 
Company disputes the position taken by Revenue Canada 
and income taxes assessed and paid have been treated as 
recoverable pending the outcome of appeals against the 
assessments. 


(5) Long-term debt: 

1978 1977 
($000’s) 

Sinking Fund Debentures: 

614% Series A due 1987 — 

$6,000,000 U.S. 

1034% Series B due 1992 — 

$35,000,000 U.S. 


$ 6,480 $ 7,289 
35,612 35,612 
$ 42,092 $ 42,901 


Repayments, in U.S. dollars, required on the Sinking 
Fund Debentures over the next five years are $750,000 per 
annum in 1979 and 1980 and $3,080,000 in each of the years 
1981 to 1983 inclusive. The Sinking Fund Debentures are 
secured by a floating charge on the assets of the Company. 


(6) Shareholders’ equity: 
1978 1977 
($000’s) 
Capital stock — 
Convertible common shares without nominal 
or par value: 


Authorized Issued 
Class ‘‘A’”’ 
15,000,000 shares 6,164,906 shares 
Class, B® 


15,000,000 shares 883,300 shares 


7,048,206 shares $ 6,104 $ 6,104 


Retained earnings 125,103 107,196 


$131,207 $113,300 


As confirmed by supplementary letters patent, on 
December 1, 1978, each Class “‘A’”’ and Class ‘‘B’”’ common 
share, both issued and unissued, was subdivided into three 
common shares of the same class. Earnings and dividends 
paid per share for 1978 are expressed in terms of the number 
of shares outstanding at December 31, 1978. Earnings and 
dividends paid per share as previously reported for 1977 
have been restated to reflect the subdivision of the shares. 

The only distinction between the two classes, which are 
convertible into one another on a share for share basis, is 
that the directors could specify up to December 31, 1978 
that cash dividends on Class “‘B”’ shares be paid out of 1971 
capital surplus on hand (as defined in the Income Tax Act). 

The Trust Indenture pursuant to which the Sinking 
Fund Debentures were issued contains, among other usual 
covenants, a restriction on the payment of cash dividends. 
At December 31, 1978 approximately $28 million of 
retained earnings was not subject to such restriction on 
distribution. 


(7) Interest on long-term debt: 


1978 yy LEAN 


($000’s) 

Total interest $ 4,850 $ 4,590 

Less charged to capital cost of 
expansion programs 


4,366 4,089 


$ 484 $ 501 


The charge to the capital cost of expansion programs 
was reduced by $436,000 (1977 — $1,920,000) of interest 
income earned on temporary investment of borrowed funds 
not immediately required for project expenditures. 


(8) Taxes on income: 

The net effect of Canadian investment tax credits 
which may be claimed against income taxes payable through 
1983 and which has not been recognized in the accounts at 
December 31, 1978, is estimated to be $5,200,000. 
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(9) Commitments: 

The capital cost of the Company’s programs to increase 
production capacity and efficiency and to meet prescribed 
environmental standards at the Edmundston and 
Madawaska mills over the years 1976 to 1980, is estimated at 
$140 million. Of this amount approximately $90 million has 
been paid or provided for in the accounts at December 31, 
1978 and there were contractual commitments for a further 
$17 million at that date. In connection with the financing of 
these programs, the Company has entered into arrangements 
whereby up to $35 million will be made available, as a 
long-term revolving line of credit until 1982 at which time 
the balance outstanding, if any, will be converted into a 
term loan repayable through 1993, at interest rates tied to 
the lender’s prime rates. 

At December 31, 1978, contractual commitments for 
capital expenditures not forming part of the above programs 
amounted to approximately $1.6 million. 

The Company and its subsidiaries lease premises, 
equipment of various types and other facilities under 
agreements which, with minor exceptions, expire prior to 
1986. Annual rentals of approximately $1.5 million are due 
in 1979 on leases in effect at December 31, 1978. 


(10) Pension plans: 

According to the latest actuarial reports on the 
Company’s pension plans, there was an unfunded liability 
as of December 31, 1977 of $4,756,000, due primarily to 
plan amendments in previous years, which will be 
amortized by annual payments of $589,000 for eleven years 
as recommended by the actuaries. 

Additionally, according to an actuarial valuation as of 
January 1, 1978 of the plans of Fraser Paper, Limited, there 
was an estimated unfunded liability at that date, calculated 
using the entry age normal cost method, of $7,200,000 U.S. 
which is being amortized within the time limits imposed by 
government regulations pertaining to pension plans. The 
amortization of unfunded liability charged against 
earnings was $980,000 U.S. in 1978 and $411,000 U.S. in 
1977. The actuarially computed value of vested pension 
benefits at January 1, 1978 exceeded the market value of 
assets by $1,700,000 U.S. 

Total charges against earnings for pension costs 
aggregated $3,228,000 in 1978 and $2,298,000 in 1977. 


(11) Remuneration of directors and senior officers: 
Aggregate remuneration paid or payable to directors 
and officers of the Company for the year was as follows: 


1978 1977 


10 13 10 12 


Directors Officers Directors Officers 
Remuneration 

paid by: 

Fraser Companies, 

Limited $ 40,000 $468,000 $ 44,000 $384,000 
Fraser Paper, 

Limited — 


175,000 — 117,000 


$ 40,000 $643,000 $ 44,000 $501,000 


Four officers of the Company were also directors. 


Effects of Inflation 


The Canadian economy continues to experience a high level of inflation. The effect of this factor on the financial 
strength of the Company is of major concern to management and must be considered in evaluating the financial results for 


the year. 


The statement below which incorporates three adjustments (inventories, property and plant and financing) has been 
prepared for the year in accordance with the proposals outlined by the Ontario Committee on Inflation Accounting for 


estimating the effect of inflation on the Company’s funds available for distribution or expansion. 


During the year funds generated from operations totalled (from statement 
of changes in financial position) 

From this should be deducted the funds required to finance original cost of 
productive assets (historical cost depreciation) 


To take account of the increased cost of maintaining operating capacity in 


our inflationary environment requires the following allocation of funds: 


To replace inventories 
For plant, machinery and equipment 


Less additional funds which may be available from borrowing if present 
debt-equity ratio is maintained 


Funds hypothetically available from the year’s operations for distribution 
or expansion 


$7000 

$38,316 

9,516 

28,800 
$ 2,500 
7,300 
9,800 


2,665 7A35 


$21,665 


This statement indicates that Fraser has continued to maintain the viability of the business but not to the degree that 
historical accounting would indicate. Funds available in “‘real’”’ terms were 43% lower in 1978 than the funds provided 
from operations as determined by using generally accepted accounting principles. The availability of funds in “‘real’”’ terms 
becomes very important in making expansion decisions, but it should be noted that the above statement does not account 
for offsetting improvements in cash flows which could result from more efficient cost effective replacement of present 


productive capacity. 


of, 


Ten Year Comparison 


For the Year 1978 1977 1976 1975 1974 
Sales and Earnings Data ($000’s) 

Net Sales $265,129 $212,490 $180,654 $142,775 $158,228 
Interest on long-term debt 484 501 468 479 497 
Depreciation and depletion 9,516 7,909 7,542 Ws 6,796 
Selling, general and administrative expenses 11,119 9,827 8,080 7,015 5,665 
Taxes on income 18,421 9,012 yo 4,227 10,793 
Net earnings (loss) from operations 22,559 13,853 LEOSi Ue 14,892 
Extraordinary items (net) — — — — — 
Net earnings (loss) for the year 22,559 13,853 11051 eke 14,892 
Financial Position Data ($000’s) 

Working capital 22175 43,008 64,809 36,807 35,467 
Cash flow from operations 38,316 27,466 DIetad 15,049 22S1 
Net additions to plants and properties 53,646 44,459 23,144 9,186 5,886 
Long-term debt at end of year 42,092 42,901 A3,/12 8,909 9,719 
Deferred taxes on income 22,639 16,425 10,745 8,207 7,743 
Shareholders’ equity at end of year 131,207 113,300 103,437 96,207 92,746 
Per Share Data 

Net earnings (loss) from operations per share 3.20 Ou ikeey// 1.03 pi 
Extraordinary items (net) per share — — a —- — 
Net earnings (loss) for the year per share 3.20 need! 157, 1.03 D2 2 
Dividends per share 0.66 0.58 0.54 0.53 0.47 
Cash flow from operations per share 5.44 Bool 3.01 2.14 SEPA 
Common shareholders’ equity per share 18.62 16.08 14.71 13.68 13.19 
Other Data 

Common shares outstanding at end of year 7,048,206 7,048,206 7,033,206 7,033,206 72033,206 
Return on shareholders’ average equity - % 18.5 12.8 1A We 7.6 tcl 
Average number of employees 3,548 3,353 3,183 2,906 3,340 
Salaries, wages and benefits ($000’s) 71,267 64,641 53,915 43,412 36,149 
Net fixed assets per employee ($000’s) 49 38 29 26 22 
Net sales per employee ($000’s) 75 63 57 49 47 
Units of sales per employee 156 149 149 135 141 
Units of Sales 

Fine Papers — tons 177,085 178,684 164,013 128,012 188,755 
Groundwood Papers — tons 221,948 206,173 211620 174,956 194,308 
Boxboard — tons 30,630 313539 32,628 30,326 32,389 
Market Pulp — tons 43,595 20,219 9,994 12,191 105533 
Lumber — M.f.b.m. 81,167 63,849 56,764 46,081 46,190 
Total 554,425 500,464 475,019 391,566 472,175 
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1973 1972 1971 1970 1969 
$111,913 $ 90,926 $ 62,639 $ 73,730 $ 91,327 
547 583 622 661 714 
6,400 6,294 5,272 3,801 5,836 
4,787 4,450 5,244 5,673 4,936 
6,424 (685) (5,648) 811 1,993 
5,153 (751 (4,856) 2,614 4,403 
5,916 = ss 6,807 1,933 
13,669 (751) (4,856) 9,421 6,336 
21,763 11,741 6,965 25,339 23,186 
19,293 4,765 (4,349) 6,638 12,070 
7,310 1,909 14,785 40,243 10,608 
10,529 11,339 12,149 12,959 13,769 
6,850 1,710 2,427 isle 8,859 
81,054 67,445 68,422 73,600 66,032 
tah (0.11) (0.69) 0.38 0.63 
0.84 = =. 0.97 0.28 
1.95 (0.11) (0.69) 1.35 0.91 
0.20 0.03 0.05 0.30 0.22 
2.75 0.68 (0.62) 0.95 ie 
11.54 9.63 9.77 10.52 9.48 
7,021,956 7,004,406 7,002,906 6,995,406 6,962,856 
10.3 (1.1) (6.8) a7 6.9 
3,228 3,426 3,283 3,910 4,509 
28,931 30,658 27,261 29,540 33,114 
a 21 24 26 Dy 

35 oF 19 19 20 

144 134 99 96 114 
173,264 147,189 104,199 134,294 154,770 
189,880 175,582 90,850 86,984 86,964 
31,625 29,118 28,154 27,505 27,998 
20,229 49,151 50,255 88,387 211,058 
49,774 51153 52,507 39,016 33,033 
464,772 458,193 325,965 376,186 513,823 
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1974 
1975 
1976 
(977 


1978 


1974 
1975 
1976 
1977 


1978 


Product Sold 


Lumber—-MFBM 
Paper, Boxboard and Pulp—tons 


Thousands 
100 200 300 400 500 600 


Shareholders’ Equity per Share 


(at year end) 
Return on Shareholders’ Equity 
(before extraordinary items) 


Shareholders’ Equity per Share 
Return on Shareholders’ Equity 
% Return Millions 


20 120 140 
° 


Distribution 
of the 1978 Sales Dollar 


To Shareholders 


Directors 
and Officers 


*Adam H. Zimmerman *H. Roy Crabtree *John P. Fisher 
Chairman of the Board Vice-Chairman of the Board President 


re ga 
John M. Anderson Carl E. Beigie 


Senior Vice-President, 
Operations 


ye 


a 


*+W. Randolph Clerihue TtKenneth V. Cox Carl M. Frantz 


Honorary Directors 
Aubrey Crabtree 
L. M. Sherwood 
Frank H. Sobey 


*+David J. Hennigar }Member of Audit Committee 


*Member of Executive Committee 
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Other Officers 


BM 


J. K. Barry P. M. Belyea B. W. Hicks 
Vice-President, Marketing Vice-President, Woodlands Vice-President and Secretary 


N, O’Biiain paar: : Ue Cc. Preble 


R. A. Knapp 
Vice-President, Vice-President, Vice-President, 
Marketing and Sales Manufacturing Corporate Relations 


Fraser Paper, Limited 


M. B. Robinson Kae secly D. G. McAlary 
Vice-President, Finance Treasurer Controller 


Jean Hammond 
Assistant Treasurer 


4 
a 
A 
O 
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g 
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Offices, Plants and 
Products 


Nursery 
Woodlands 
Woods Operation 
Air Strip 

Saw Mill 

Pulp Mill 

Paper Mill 
Highway 


River 
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Fraser Lumber 

Mills: 

Plaster Rock and Kedgwick, 

New Brunswick 

Product: 

Eastern Canadian Spruce 

End Use: 

Residential and commercial buildings 
Market: 

Eastern Canada, Eastern United States and 
Britain 

Sales Office: : 
Edmundston, New Brunswick E3V 1S9 


Fraser Pulp 

Mills: 

Atholville and Edmundston, 

New Brunswick 

Products: 

Bleached and unbleached softwood 
sulphite, and groundwood 

Market: 

North America and overseas 

Sales Offices: 

Edmundston, New Brunswick E3V 1S9 
1155 Dorchester Blvd. West, 
Montreal, Quebec H3B 3T6 


Fraser Boxboard 

Mill: 

Edmundston, New Brunswick 
Products: 

Coated and uncoated folding boxboard 
End Uses: 

Packaging for food, detergents, 
cigarettes, frozen foods, 
pharmaceuticals, pet foods, etc. 
Market: 

Canada 

Sales Offices: 

1155 Dorchester Blvd. West, 
Montreal, Quebec H3B 3T6 
600 The East Mall, 

Islington, Ontario M9B 4B1 


Fraser Papers 

Mills: 

Fraser Paper, Limited 
Madawaska, Maine 

(a wholly-owned subsidiary) 
Fine Papers: 

Five paper machines 
Groundwood Papers: 

Three paper machines and one 
off-machine blade coater 

End Uses: 

Papers for converting specialties, 
commercial printing, 

coated and uncoated publications, 
directories and catalogues 
Market: 

United States 

Sales Offices: 

2 Greenwich Plaza, 
Greenwich, Conn. 06830 

2300 East Devon Avenue, 

Des Plaines, Illinois 60018 


By exception this year the Annual Report 
cover is clay coated solid bleached (Fra-Pak) 
Boxboard generally used for consumer goods 
packaging and is a product of Fraser Com- 
panies Limited, Edmundston, New Brunswick. 
The report is printed on B.P. Opaque paper, 
80 lb, English finish, a product of Fraser 
Paper Limited, Madawaska, Maine. 
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NOTICE OF SPECIAL GENERAL MEETING 
OF SHAREHOLDERS 


NOTICE IS HEREBY GIVEN that a Special General Meeting of the 
Shareholders of Fraser Companies, Limited will be held at the general office 
of the Company in Edmundston, New Brunswick, Canada, on Tuesday, the 
21st day of November, 1978 at 3.00 p.m., Atlantic Standard Time, to consider 
and, if thought fit, to sanction By-law 00 providing for the subdivision of each 
Class ‘‘A’’ and Class ‘*B’’ Convertible Common Share in the capital stock of 
the Company into three Shares. 


If you are unable to attend the Meeting in person, will you please date, 
complete, sign and return the accompanying instrument of proxy to the under- 
signed, c/o Fraser Companies, Limited, Edmundston, New Brunswick, Canada. 
A stamped, self-addressed envelope is enclosed and may be used for that pur- 
pose. 


By Order of the Board of Directors, 
B. W. HICKS, 
Vice-President and Secretary. 
October 11th, 1978. 
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INFORMATION CIRCULAR 
(dated as of October 11, 1978) 


This Information Circular accompanies a Notice of a Special General Meeting of the Shareholders of Fraser Com- 
panies, Limited (hereinafter called ‘‘the Company’’) to be held at Edmundston, New Brunswick, November 21st, 1978 
and is mailed in conjunction with the solicitation by the management of the Company of proxies for use at such 
meeting. The cost of solicitation of proxies on behalf of the management will be borne by the Company. 


Shares represented by properly executed proxies in favour of the persons whose names are printed therein will be 
voted for or against the sanction of By-law 00 in accordance with the choice specified in the proxy; but if no choice is 
specified, such shares will be voted for the sanction of By-law 00. 


The enclosed form of proxy confers discretionary authority with respect to amendments or variations to the matter 
identified in the Notice of Meeting. 


Any proxy may be revoked by an instrument in writing, including another proxy, duly executed by or on behalf of a 
shareholder and deposited either at the head office of the Company, Plaster Rock, New Brunswick, or the general office 
of the Company, Edmundston, New Brunswick, at any time up to and including the last business day preceding the day of 


the meeting, or any adjournment thereof, or with the chairman of such meeting on the day of the meeting, or any 
adjournment thereof. 


Voting Rights 


There are outstanding 2,225,312 Class ‘‘A’’ Convertible Common Shares without nominal or par value (hereinafter 
called Class ‘‘A’’ Shares) and 124,090 Class ‘‘B’’ Convertible Common Shares without nominal or par value 
(hereinafter called Class ‘*B’’ Shares) in the capital stock of the Company. Each Class *‘A’’ Share and each Class **B”’ 
Share entitles the holder thereof to one vote at the meeting. 


Noranda Mines Limited, through its wholly-owned subsidiary Northwood Mills Limited, beneficially owns or exer- 
cises control or direction over 1,289,317 Class ‘‘A’’ Shares which represent 54.99% of the voting shares of the Com- 
pany. The Harold Crabtree Foundation beneficially owns or exercises control or direction over 241,429 Class “*A”’ 
Shares which represent 10.30% of the voting shares of the Company. 


Subdivision of Shares 


By-law 00 provides for the subdivision of the 5,000,000 Class ‘‘A’’ Shares and the 5,000,000 Class *‘B’’ Shares in 
the capital stock of the Company, both issued and unissued, into 15,000,000 Class *‘A’’ Shares and 15,000,000 Class 
‘*B’’ Shares on the basis that each Class ‘‘A’’ Share is subdivided into three Class *‘A‘* Shares and each Class **B”’ 
Share is subdivided into three Class ‘‘B’’ Shares. The purpose of the subdivision is to increase the marketability of the 
Class ‘‘A’’ and Class ‘‘B’’ Shares. Although the number of shares held by all shareholders will be tripled, the propor- 
tionate holding of each shareholder in the capital stock of the Company will remain unchanged. 


By-law 00 must be sanctioned by the votes of at least 667/3% of the holders of the Class A Shares and 667/3% of the 
holders of the Class B Shares cast at the Special General Meeting and confirmed by Supplementary Letters Patent. 


New Certificates 


The Company will advise the shareholders immediately after the meeting of the record date on which the subdivision 
of shares will become effective. As soon as possible thereafter, the Company will mail to the shareholders of record on 
the record date at their registered addresses new certificates representing two shares for each share held. Each shareholder 
will then hold certificates representing three times as many shares as he held prior to the subdivision. 


The contents and the sending of this Information Circular have been approved by the Board of Directors. 


(Sgd.) B. W. HICKs, 
Vice-President and Secretary. 
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NOTICE OF ANNUAL GENERAL MEETING 
OF SHAREHOLDERS 


NOTICE IS HEREBY GIVEN that the Annual General Meeting 
of shareholders of Fraser Companies, Limited will be held at the 
Wandlyn Motor Inn, Edmundston, New Brunswick, Canada, on Monday, 
the 17th day of April, 1978, at the hour of 11:00 o’clock in the forenoon, 
Atlantic Standard Time, for the following purposes, that is to say: 


To receive the annual report of the directors, the 
consolidated financial statements of the Company 
and its subsidiaries and the auditors’ report for the 
fiscal year ended December 31, 1977; 


To elect directors for the ensuing year; 


To appoint auditors and to fix or to authorize 
the Board of Directors to fix their remuneration; and 


To transact such other business as may properly 
come before the said Meeting. 


If you are unable to attend in person, will you please date, complete, 
sign and return the enclosed instrument of proxy in the envelope pro- 
vided for that purpose. 


By Order of the Board of Directors, 


B. W. Hicks, 
Vice-President and Secretary. 
March 1, 1978. 


INFORMATION CIRCULAR 


(dated as of March 1, 1978) 


This Information Circular is furnished in connection with the solicitation of proxies for use at the Annual General 
Meeting of shareholders of Fraser Companies, Limited (hereinafter called “the Company’) to be held at the Wandlyn 
Motor Inn, Edmundston, New Brunswick, Canada, on Monday, April 17, 1978, and at any adjournment thereof. In the 
event that you are unable to attend the meeting personally, you are requested to date, complete and sign the accom- 
panying instrument of proxy and to return the same to the Company in time for use at the meeting. An addressed 
envelope with postage prepaid accompanies this Information Circular and may be used for such purpose. 


Right of Revocation 


A shareholder giving an instrument of proxy may revoke the same by instrument in writing executed by the 
shareholder or by his attorney authorized in writing or, if the shareholder is a corporation, under its corporate seal 
or by an officer or attorney thereof duly authorized, and deposited either at the head office of the Company, Plaster 
Rock, New Brunswick, or the general office of the Company, Edmundston, New Brunswick, at any time up to and 
including the last business day preceding the day of the meeting, or any adjournment thereof, at which the proxy is to 
be used or with the Chairman of such meeting on the day of the meeting, or any adjournment thereof. 


Solicitation of Proxies 


The enclosed instrument of proxy is solicited by the management of the Company. The management 
does not contemplate a solicitation of proxies otherwise than by use of the mails. The cost of solicitation will be borne 
by the Company. 


Voting Shares and Principal Holders Thereof 


There are outstanding 2,207,689 Class “A” Convertible Common Shares without nominal or par value 
(hereinafter called Class “A” Shares) and 141,713 Class “B” Convertible Common Shares without nominal or par 
value (hereinafter called Class “B” Shares) of the capital stock of the Company. Each Class “A” Share and each 
Class “B” Share entitles the holder thereof to one (1) vote per share. 


The holders of Class “A” Shares and the holders of Class “B” Shares will be entitled to vote at the meeting 
and at any adjournment thereof if present or represented by proxy thereat. 


Noranda Mines Limited, through its wholly-owned subsidiary Northwood Mills Limited, and The Harold 
Crabtree Foundation each beneficially own or exercise control or direction over Class “A” Shares carrying more than 
10% of the votes attached to the voting shares of the Company. Northwood Mills Limited beneficially owns or 
exercises control or direction over 1,289,317 Class “A” Shares and The Harold Crabtree Foundation beneficially owns 
or exercises control or direction over 241,429 Class “A” Shares, representing 54.99% and 10.30% respectively of the 
voting shares of the Company. 


Election of Directors 


The By-laws of the Company provide that the Board of Directors of the Company shall consist of ten (10) 
directors to be elected annually. The term of office of each director so elected expires upon the election of his successor 
unless he shall resign or his office becomes vacant by death, removal or other cause. 


The following table sets out the names of all persons to be nominated for election as directors, their principal 
occupations, the period or periods of their service as directors of the Company, and the approximate number of shares 
of the Company and of its holding body corporate beneficially owned or over which control or direction is exercised 
by each such person. 


Approximate 
Approximate Number of Class 
Period of Number of Class A/B Shares 
Nominees for Directors Service A/B Shares of Noranda 
and Principal Occupation as Director of the Company Mines Limited 
John M. Anderson, President and Vice-Chancellor of the University 1976 to date 50 — 
of New Brunswick. 
Carl E. Beigie, President of C.D. Howe Research Institute (Economic 1975 to date 10 —_ 
Research). 
W. R. Clerihue, Member of the Executive Committee and of the Audit 1974 to date Loi — 
Committee of the Company. Executive Vice-President — Cor- 
porate Staff, Celanese Corporation (Diversified Multinational 
Producer of Petrochemicals, Fibers, Plastics, Coatings and Specialty 
Chemicals). 
Kenneth V. Cox, Trustee of the Stock Purchase Plan and a Member 1969 to date 200 
of the Audit Committee of the Company. Chairman of the Board 
and Chief Executive Officer of The New Brunswick Telephone 
Company, Limited (Public Utility). 
H. Roy Crabtree,“!) Vice-Chairman of the Board and Member of the 1956 to date 30,983 — 
Executive Committee of the Company, and Trustee of the Stock 
Purchase Plan of the Company. Chairman and President of 
Wabasso Limited (Manufacturer of Textiles). 
John P. Fisher, President and Member of the Executive Committee of 1976 to date 5,600 —- 
the Company, and President of Fraser Paper, Limited. 
Carl M. Frantz, President of Northwood Mills Limited (Manufacturer 1974 to date 0d 3,000 
and Distributors of Forest Products). 
Knut Grotterod, Senior Vice-President, Operations of the Company 1976 to date 1,600 500 
and of Fraser Paper, Limited. 
David J. Hennigar, Member of the Executive Committee and of the 1969 to date 300 — 
Audit Committee of the Company. Atlantic Regional Director 
of Burns Fry Limited (Investment Dealers). 
A. H. Zimmerman, Chairman of the Board and of the Executive Com- 1974 to date 2,901 6,000 


mittee of the Company, and Chairman of the Board of Fraser 
Paper, Limited. Executive Vice-President of Noranda Mines 
Limited (A Natural Resource and Manufacturing Company). 


(1) Mr. Grabtree’s ‘‘associate”’, The Harold Crabtree Foundation, beneficially owns or exercises 
control or direction over 241,429 Class ‘‘A’’ Shares. 


Remuneration of Directors and Officers 


The information as to the aggregate remuneration paid or payable by the Company and by each of its sub- 
sidiaries in respect of the last completed financial year of the Company ended December 31, 1977 to the directors of 
the Company and any of its subsidiaries and, separately to the officers of the Company who received in their capacity 
as officers or employees of the Company and any of its subsidiaries aggregate remuneration in excess of $40,000 in 
that year, is as follows: 


NATURE OF REMUNERATION EARNED 


Directors’ : 
Fees Salaries Total 


REMUNERATION OF DIRECTORS 
(A) Number of directors: 10 


the expense 
(B) Body Corporate incurring 


Fraser Companies, Limited $43,600 $ 43,600 


REMUNERATION OF OFFICERS 
(A) Number of officers: 8 


(B) Body Corporate incurring 
the expense 


Fraser Companies, Limited $274,952 274,952 
Fraser Paper, Limited 79,103 79,103 
TOTAL $43,600 $354,055 $397,655 
Estimated aggregate cost to the Company and its subsidiaries of all pension benefits ..............0..000.00... $33,807 
Ageregate amount of all remuneration payments other than payments reported above, proposed to be 
made in the future by the Company and its subsidiaries pursuant to existing arrangements ................ $17,500 


No director, officer, proposed nominee for election as a director or associate of any of the foregoing is or has 
been indebted to the Company or its subsidiaries at any time since the beginning of the last completed financial year 
of the Company. Under the Stock Purchase Plan of Fraser Companies, Limited dated as of June 2nd, 1968, the Com- 
pany provided moneys to trustees with which to purchase common shares of the Company which are held for the 
benefit of certain employees of the Company upon the exercise of their rights. The aggregate amount owing by such 
employees to the trustees as at the date of this Information Circular, is $231,138.05 of which approximately $144,760.14 
is owing by employees who are or were officers of the Company, two of whom are also directors. 

The following information as to the exercise of a grant of rights to purchase Class “A”? Convertible Common 
Shares of the Company is given for the period since the commencement of the last completed financial year of the 
Company ended December 31, 1977 with respect to the directors and officers of the Company as a group. 


Number of Purchase Price Price Range(2) 
Common Shares(!) per Share High Low 
5,000 $23.63 $26.50 $24.50 


(1) The rights to purchase were granted on April 15, 1977 and exercised on April 28, 1977 pursuant to the Company’s Stock Purchase Plan dated 
as of June 2nd, 1968. 


(2) Price Range of Common Shares on Montreal Stock Exchange for thirty days preceding the date of purchase. 


Appointment of Auditors 


Peat, Marwick, Mitchell & Co. are the Auditors of the Company, having been first appointed to such position 


on April 19, 1974. It is proposed by the management of the Company that such firm be reappointed the Auditors 
of the Company. 


Designation of Proxy 


The persons named in the enclosed instrument of proxy have indicated to the Company their willingness to repre- 
sent as proxy shareholders desiring to so appoint them. If, however, a shareholder desires to appoint as proxy a 
person other than those designated, he should insert the name of his representative in the space provided 
therefor. A person acting as proxy need not be a shareholder of the Company. 


Voting of Shares Represented by Management Proxy 


The shares represented by the instrument of proxy will be voted or withheld from voting, as the case may be, 
on any ballot that may be called for and, where the shareholder specifies a choice with respect to any matter for 
which a choice is provided, such shares shall be voted or withheld from voting in accordance with the specifications 
so made. Where a choice is not specified by the means provided in the instrument of proxy, it is intended 
that the shares represented by the instrument of proxy in each such case will be voted in favour of each 
such matter. 

The enclosed instrument of proxy confers discretionary authority with respect to amendments or variations to 
matters identified in the notice of meeting, or other matters that may properly come before the Annual General 
Meeting. ‘The management is not aware that any such amendments, variations or other matters are to be presented for 
action at such meeting. 


The contents and the sending of this Information Circular to the shareholders of the Company have been 
approved by the Board of Directors. 


(Sed.) B. W. Hicxs, 
Vice-President and Secretary. 


TO THE SHAREHOLDERS AND EMPLOYEES: 


In the second quarter and for the first six months 
of 1978 Fraser’s results have maintained a brisk pace, 
fueled primarily by strong demand for groundwood 
papers and lumber, a steadily improving fine paper 
market and continuing substantial U.S. dollar exchange 
premiums. 

Second quarter net earnings were $5.1 million or 
$2.18 per share compared with the restated $2.9 mil- 
lion or $1.26 per share for the same period in 1977. For 
six months net earnings totalled $10 million or $4.28 
per share against last year’s restated $5.3 million or 
$2.28 per share. This year's earnings include foreign 
exchange of 87¢ per share in the second quarter and 
$1.90 per share for six months compared with 33¢ and 
86¢ respectively in 1977. 

At Edmundston the $91 million pulp mill rebuild 
program continues to move along on schedule and 
within budget. The washing and screening area went 
into operation in February and the rebuilt and mod- 
ernized digester area is now on line. Construction of 
the chemical recovery system is proceeding as planned. 
To date $62.5 million has been spent on this project. 

A $42 million capital program at the Madawaska 
mill was approved by the Board in April. The major 
segment of this project involves the installation of a 
new off-machine blade coater and the rebuilding and 
modernizing of three paper machines. This will in- 
crease capacity for lightweight coated groundwood 
papers from 85,000 to 165,000 tons annually by 1980 
while maintaining present lightweight uncoated ground- 
wood paper capability. In addition a new Biliblade coat- 
er will be installed by the end of this year on No. 3 
fine paper machine to provide additional capacity to 
produce fine papers with specialty coatings. 

Financing necessary to complete the Edmundston 
and Madawaska capital programs has been arranged 
in the form of a $35 million revolving term loan. 

The annual budworm spraying program of the for- 
ests of New Brunswick has been completed. The 
acreage sprayed was less than that of the previous 
year and a preliminary survey indicates that the bud- 
worm damage to the trees was not as severe as last 
year, The Company is starting this summer to plant 
seedlings from its new Tree Nursery to ensure the 
long-term supply of wood fibre for its mills. This re- 
forestation program will play a major part in the long- 
term strategy against the budworm. 

A dividend of 46¢ per share was declared on June 
21, 1978 on both the Class “A” and the Class “B” 
shares, payable September 29, 1978 to shareholders of 
tecord September 8. 1978. 

Adam Zimmerman, Chairman 
John Fisher, President 


Edmundston, N.B. 
July 21, 1978. 


AUX ACTIONNAIRES ET EMPLOYES: 


Au cours du second trimestre et pour !e premier semestre 
de 1978, les résultats de Fraser se sont révélés vigoureux, 
principalement a cause de la forte demande de papier de 
pate mécanique et de bois en grume ainsi qu'é cause d’une 
amélioration réguli¢re du marché des papiers fins et de la 
prime toujours substentielle a |’échange du dollar américain. 

Le bénéfice net du second trimestre s'est chiffré a $5.1 
millions, ou $2.18 l’action, comparativement a un résultat 
redressé de $2.9 millions ou $1.26 l’action pour la méme 
période en 1977. Pour les six mois, le bénéfice net totalise 
donc $10 millions, ou $4.28 l’action, contre des résultats 
redressés de $5.3 millions, ou $2.28 l’action, !’an dernier. 
Le bénéfice de cette année comprend un change étranger de 
87¢ l’action au cours du second trimestre et $1.90 |l’action 
pour les six mois comparativement 4 33¢ et 85¢ respective- 
ment en 1977. 

A Edmundston, te programme de reconstitution du 
moulin, d’une valeur de $91 millions de dollars, continue a 
progresser selon l’échéancier et en-dec&a du budget prévu. 
La section de lavage et de tamisage a été mise en exploitation 
en février et la section reconstruite et modernisée de les- 
sivage a été incluse dans le cheminement. La construction 
d’un systéme de recouvrement chimique progresse tei que 
prévu. Jusqu’ici, une somme de $62.5 millions a été dépensés 
& ce projet. 

Un projet de dépenses en immobilisations de $42 millions 
au moulin de Madawaska fut approuvé par le conseil 
d’administration en avril. La principale partie de ce projet 
implique l’installation d’une coucheuse 4 lame hors ma- 
chine ainsi que la reconstruction et la modernisation de 
trois machines a papier. Ceci portera la capacité de pro- 
duction de papier de pate mécanique couché léger de 85,000 
4 165,000 tonnes annuellement en 1980, tout en maintenant 
la capacité actuelle de papier de pate mécanique non couché 
léger. De plus une nouvelle coucheuse sera installée a la 
fin de cette année sur la machine a papier fin no. 3 afin 
d’augmenter la capacité de production de papier fin avec 
des couchages spéciaux. 

Le financement nécessaire a4 compléter les programmes 
en immobilisation d’Edmundston et de Madawaska a été 
obtenu sous forme d’un emprunt a terme renouvelable de 
$35 millions. 

Le programme annuel de vaporisation contre la tordeuse 
du bourgeon dans les foréts du Nouveau-Brunswick est 
maintenant complété. La superficie traitée est moindre que 
celle de l’an dernier et une étude préliminaire indique que 
le dommage dd a la tordeuse du bourgeon n’a pas été aussi 
sérieux que !’an dernier. La compagnie commencera cet été 
4a semer des pousses de sa nouvelle pépiniére d’arbres afin 
d’assurer un approvisionnement a long terme de fibres de 
bois pour ses moulins. Ce programme de renouvellement de 
la forét jouera un rdie de premier plan dans la lutte a long 
terme contre la tordeuse du bourgeon. 

Un dividende de 46¢ a été déclaré le 21 juin 1978 sur 
les actions Classe “A” et les actions Classe ‘‘B’ payable 
le 29 septembre 1978 aux actionnaires inscrits le 8 septembre 
1978. 

Le Président du Conseil, 
Adam Zimmerman 

Le Président, 

John Fisher 


Edmundston, N.-B. 
Le 21 juillet 1978. 


SIX MONTHS INTERIM REPORT 


1978 


SCUV 


RAPPORT INTERIMAIRE DES SIX PREMIERS MOIS 


FRASER COMPANIES, LIMITED AND SUBSIDIARIES 
FRASER COMPANIES, LIMITED ET SES FILIALES 


Year to date 


Second Quarter 


Second trimestre Exercice 4 jour 
1977* 


1978 1977% 
(millions) 


1978 


(millions) 


CONSOLIDATED STATEMENT OF EARNINGS (Unaudited) 
ETAT CONSOLIDE DES RESULTATS (non vérifié) 


Earnings: 

Net sales $65.0 $53.0 
Cost of sales 495 43.4 
Depreciation and depletion 2.2 2.0 

Selling, general and administrative 
expenses 3.0 2.4 
64.7 478 
HOS yo 

Other income (expenses): 

Interest income Jl 1 
Interest on long-term debt (ad area) 
Miscellaneous (net) _@) 
_@) 
Earnings before income taxes 10.0 4.8 
Taxes on income 4.9 1.9 
Net earnings $5.1 $29 
Net earnings per share $2.18 $1.26 


Bénéfice: 
Ventes nettes 
Coat des produits vendus 
Amortissement et épuisement 


Frais de vente, frais généraux 
et d’administration 


Autres revenus (frais): 
Revenu dintérét 
Intérét sur dette a long terme 
Divers (net) 


Bénéfice avant impots 
sur le revenu 

Impéts sur le revenu 
Bénéfice net 


Bénéfice net par action 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
ETAT CONSOLIDE DE L’EVOLUTION DE LA SITUATION FINANCIERE 


Source of funds: 
Net earnings Seo Lo pieo) 


Add items not requiring expendi- 
ture of funds: 


Depreciation and depletion 2.2 2.0 
Deferred taxes on income 1.4 1.4 
8.7 63 
Received from stock purchase plan — wl 
Total funds provided aN Dian 
8.7 6.4 
Application of funds: 

Additions and improvements to 
plants and properties - net 11.8 9.1 
Redemption of long-term debt — 8 
Dividends 2.2 2.0 
Total funds used 140 #119 
Increase (decrease) in Tsien cn 
working capital (5.3) (5.5) 
Beginning working capital 38.9 64.7 
Ending working capital $33.6 $59.2 


* 1977 earnings have been restated to reflect the 
actual effective tax rate for the full year 1977. 


$ 10.0 


4.4 
2.8 
17.2 


22.5 
8 
3.3 
26.6 


(9.4) 


43.0 


$ 5.3 


4.0 
2.6 
11.9 
al 


12.0 


13.5 
8 
3.0 
17.3 


(5.3) 


64.8 


Provenance des fonds: 
Bénéfice net 
Ajouter les postes n’exigeant 
pas de sortie de fonds: 
Amortissement et épuisement 
Imp6éts sur le revenu reportés 


Recu du régime d’achat d’actions 
Total de la provenance des 
fonds 


Utilisation des fonds: 

Additions et améliorations aux 

immobilisations - net 

Rachat de dette a long terme 

Dividendes 

Total de l’utilisation des fonds 

Augmentation (diminution) du 
fonds de roulement 
Fonds de roulement au début de 
la période 
Fonds de roulement a la fin de 
la période 


* Le bénéfice de 1977 a été redressé pour refléter 
le taux d’impdot effectif de l’exercice 1977 entier. 


